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According to preliminary estimates by the UN's Economic Commission for Latin America and the
Caribbean (ECLAC), the Uruguayan economy expanded by a hefty 4.5% in 1994, largely fueled by
a surge in tourism, a marked jump in exports to Uruguay's trade partners in the Southern Cone
Common Market (Mercosur), and a noticeable improvement in the performance of some service
sectors. The government also reports a significant drop in inflation last year, although the consumer
price index (CPI) is still running at more than twice the average inflation rate registered for most
other Latin American countries. In 1993, the Uruguayan economy had slipped into a mild recession
following a sharp drop in export income, generally caused by declining prices and markets for
exports in the advanced industrialized countries that year.
The government estimated GDP for 1993 at slightly under 2%, representing a huge drop compared
with 1992, when the economy grew by a whopping 7.4% (see NotiSur, 01/13/94). Last year, however,
the economy grew at more than twice the rate registered in 1993, according to preliminary ECLAC
estimates released in December. In fact, the 4.5% growth in GDP last year was nearly a full
percentage point more than the 3.7% average regional growth rate for Latin America and the
Caribbean that ECLAC reported for 1994 (see NotiSur, 01/05/95). In part, the economic recovery
in the advanced industrialized countries helped fuel growth in Uruguay last year by providing
expanded markets and better prices for exports.
Moreover, ECLAC reports that the reduction in tariffs through Mercosur during the second half
of 1994 encouraged a surge in Uruguay's exports to its three trade partners, Argentina, Brazil, and
Paraguay. Goods and services exported to Brazil registered particularly marked growth during the
last quarter, since the enforcement of a new anti- inflation plan in July in Brazil which placed that
country's currency on a parity with the US dollar led to a dramatic jump in demand for imported
goods from neighboring countries. Indeed, according to Uruguay's Central Bank, the increase in
exports to Brazil and the other Mercosur countries allowed Uruguay to reduce its trade deficit in
October for the first time in 14 months. In the 12-month period ending in October, the Bank reported
a global trade deficit of US$836 million, representing a 6% drop compared with the 12-month period
ending in September, when the trade deficit totaled US$889 million.
Robust growth in Uruguay's tourism industry also contributed greatly to the economy's recovery
last year. Uruguay earned about US$500 million from the tourist industry in 1994, making that
sector the second-largest source of national income after agricultural exports, according to the
Ministry of Tourism. Although total figures for the year are not yet available, the Ministry says
that the number of foreign visitors to the country jumped by 7% compared with 1993. During the
1993/1994 peak tourist season (December-March), the government had already reported a record
number of 1.1 million foreign visitors to the country, making Uruguay the sixth most important
market for tourism in Latin America at that time. In 1993, the Ministry of Tourism signed a series of
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novel accords with Argentine sports and cultural organizations that provide attractive discounts at
hotels, restaurants, and recreational centers for Argentine tourists who visit Uruguay. In exchange,
the Argentine organizations agreed to launch aggressive tourist-promotion campaigns, which
apparently contributed in large part to the increase in tourism last year.
According to the Ministry of Tourism, Argentines now account for 84% of foreign visitors to the
country. The Ministry estimates that eventually, the total number of Argentine tourists visiting
Uruguay will surpass 4 million per year. The boom in tourism in turn fueled robust growth in
related service sectors. During the first quarter of 1994, for example, ECLAC reports that the
category of commerce, restaurants, and hotels grew by a hefty 8% the second-highest rate of growth
by sector in that period largely because of the jump in tourism at the beginning of the year.
Other service sectors as well grew markedly in 1994, greatly contributing to overall economic
expansion throughout the year. Transport and communications, for example, grew by nearly 6%.
In fact, of the service sectors, only electricity generation contracted during 1994, owing to a drop in
demand from Argentina. The upsurge in services in turn contributed to a drop in the unemployment
rate last year. ECLAC reports 8.4% open unemployment during the first semester, half a percentage
point below the average rate registered in the same period in 1993. And, real wages rose by 1% last
year, according to ECLAC estimates.
Meanwhile, the government also reported that annual inflation for 1994 dropped to 44.1%, a decline
of more than eight percentage points compared with 1992, when the CPI reached 52.3%. The
1994 rate which represents Uruguay's lowest annual inflation in more than 10 years marks the
fourth straight year of decline since President Luis Lacalle took office in 1990. Under the Lacalle
administration, the government has maintained strict fiscal and monetary policies to lower the
budget deficit and cut the bottom out of inflation. Annual inflation peaked in 1990 at 129%, but
declined each year since then, dropping to 81.5% in 1991, to 58.9% in 1992, and then to 52.3% in 1993.
Still, notwithstanding the marked decline last year, the CPI remained more than four percentage
points above the government's original target of 40% inflation for the year.
Uruguay still has one of the highest inflation rates in Latin America and the Caribbean, since
ECLAC says annual average inflation throughout the region (excluding Brazil) fell to just 16%
in 1994. A marked jump in the fiscal deficit during the second half of 1994 largely explains the
government's failure to meet its original target of 40% inflation. During the first semester of the
year, government income had grown substantially because of aggressive efforts to crack down on
tax evasion and improve collection procedures. At the same time, the government made a concerted
effort to hold down state spending. Nevertheless, after July, tax income began to taper off, while
government expenditures grew markedly, pushing the government's accumulated budget deficit to
US$238 million for the first nine months of the year. As a result, according to preliminary estimates
by the Central Bank released in late 1994, the fiscal deficit last year grew to about 3% of GDP,
substantially more than the 2.3% maximum deficit the government had set as its target for the year
(see NotiSur, 11/17/94).
Not surprisingly, then, preliminary ECLAC figures demonstrate a marked jump in monthly inflation
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June, monthly inflation had remained consistently below 3%, and averaged about 2.2% per month
during that period. In fact, in April the CPI fell to a record low of just 1%. In July, however, inflation
suddenly jumped to a peak of 4%. Thereafter it consistently remained above 3% for the rest of the
year, averaging about 3.3% per month for the July- December period. [Sources: Economic Panorama
of Latin America 1994 (UN-ECLAC), September 1994; Spanish news service EFE, 12/01/94; Agence
France-Presse, 10/10/94, 12/07/94, 12/15/94, 12/20/94, 12/26/94, 01/02/95, 01/04/95, 01/11/95, 01/12/95;
Notimex, 12/03/94, 01/11/95, 01/12/95]
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